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Lack of Oversight and Regulation That Led to the Lehman Shock：
The Responsibility of the U.S. Federal Regulatory 
Authorities and the Credit Rating Agencies
Hideo Sudo
︿Abstract﹀
　　In 2008 the Lehman Shock occurred and consequently the financial crisis and economic crisis 
have been prevailing around the world. The U.S. federal regulatory authorities including FRB and 
SEC are responsible for the collapse by taking a “hands-off” policy, not effectively regulating the 
reckless risk-taking by the large financial institutions and staying away from the duty of protecting 
the weak consumers of the financial services including the borrowers of subprime mortgage loans. 
Behind this policy, there has been political influence from the finance sectors, which was passed onto 
the regulatory authorities in Washington D.C. by way of providing money and executive posts at the 
financial institutions.
　　The American credit rating agencies are also responsible for the crisis by providing inaccurate 
and unreasonable credit ratings of the subprime mortgage-backed securities (“MBSs”), thus 
misleading investors around the world to reckless investment in the subprime MBSs. Behind the 
rating agencies’ failures in carrying out their mission and function, which is to protect investors 
with unbiased and accurate information, we can see the thought and corporate culture of the rating 
agencies which led them to become friendly with the issuers of the MBSs who pay the fees to them 
rather than to work for the investors who rely on the credit ratings.   
　　Learning the lessons from the crisis, the U.S. Government of the Obama Administration 
established the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 with strong 
determination that inappropriate oversight over and regulations covering the financial institutions 
need to be remedied, and that huge reckless risk-taking by the large financial institutions will not be 
allowed to occur again. Going forward, detailed provisions and rules are yet to be set forth, subject 
to the regulatory authorities’ investigations and decisions. Meanwhile, resisting attempts by the 
financial sectors and the political power which advocate free financial activities have been strongly 
coming up to try to weaken the new regulatory framework created by the Act. 
　　The establishment of the Act can be highly appreciable when we look back on the history of 
the “hands-off” regulatory policy and the subsequent disaster, and we need to watch the situation 
to see how America can restore and strengthen a sound oversight and regulatory system which is 
necessary to prevent another financial crisis. 
Keywords：Lehman Shock,  Dodd-Frank Act of 2010, FRB, SEC, 
　　　　　  credit rating agencies, oversight and regulation
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